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Official and parallel exchange rates: Nigeria, 1979 Nigeria, -1993 Inflation rate: Nigeria, 1979 Nigeria, -1993 Parallel market exchange rate and CPI: Nigeria, 1979 Nigeria, -1993 The parallel market premium: Kenya, 1964 Kenya, -1990 Official and parallel exchange rates: Kenya, 1964 Kenya, -1990 Preface I went to Sub-Saharan Africa for the first time in 1985, as a visitor to the University of Abidjan. I had a good rapport with advanced students and young faculty there, and was struck by their passion for research in economics. Toward the end of my stay I gave a seminar on macroeconomics and presented a dynamic variant of IS-LM with rational expectations. They were very keen, and took in every word of my presentation, asking many pertinent questions: but my stay in Abidjan had been long enough to convince me that the type of macroeconomics that we do in Europe or the USA is almost completely useless for these countries. We take so much for granted when we model our economies: a labor market dominated by formal institutions, with resulting nominal wage sluggishness; a developed financial market with a well-defined interest rate; a democratic government, sensitive to electoral constraints, etc. We implicitly assume that the economy is well diversified, so that the terms of trade are relatively stable, and that the foreign exchange market is a large one, where anybody can buy or sell most of the currencies of the world. Most of these assumptions are unwarranted in many developing countries, and especially in Sub-Saharan Africa. I promised myself that I would devote my research to getting a better picture of the working of these economies. I tried for many years to produce such an ''open economy macroeconomics for Africa,'' and this book is a reflection of that research agenda. It is neither a textbook nor a treatise, as many relevant issues are not discussed, and it reflects only my own research interest and field experience. Nevertheless its ambition is to attract some interest from advanced undergraduate and graduate students. I use many parts of it as a teaching resource; some of the material presented here has served as a basis for teaching in Abidjan, Antananarivo (at the central bank), Clermont-Ferrand, Louvain-la-Neuve, Namur, Ouagadougou and Toulouse. Nevertheless, I hope that some of my academic colleagues will also find some interest in it. The focus of the book is clearly on applied theory, trying to offer analytical models that can help us to understand the functioning of these economies. Because the latter do not behave like western economies in all respects, it is crucial to base one's theorizing on an observation of the facts. Most of the chapters in the book therefore mix facts and theory, in the spirit of the ''analytic narratives'' method advocated by Bates et al. (1998) . Some salient historical periods are discussed at length, because they help to identify some phenomena that are central to a proper understanding of the way these African economies behave. These stories are told with the help of an analytical model, stripped of any useless complications. I have been unable to produce a purely macroeconomic approach, and even less to produce a single model that can illuminate all the relevant issues at a glance. I tend to go back and forth between the macroeconomic and the mesoeconomic levels: in the case of African economies, it is sometimes useful to think in terms of small general equilibrium models, and sometimes to focus on more sectoral issues, in order to understand better some features which the economist trained in a western type of macroeconomics may find unusual.
The aim of these exercises is to come up with useful hypotheses, and not to establish the truth. Like most macroeconomic or mesoeconomic models, they all rest on some simplification, and do not do full justice to the complexity of the real world. Many of these hypotheses have been tested econometrically, but I only occasionally present all the empirical results here. In particular, there is a very rich empirical literature devoted to the growth performance of African economies which I leave completely outside the scope of this book, although it is obviously relevant in many respects: Collier and Gunning (1999) have produced a very exhaustive survey of this field. I do illustrate the relevance of many of the issues addressed here, using some of the data that helped me shape up my own ideas over the years. In most cases, I have not attempted to update the data used, taken from some of my previously published papers. They are often the result of some fieldwork, or at least country visits, and are adequate for discussing the historical episodes under scrutiny, without any need for updating the series. The ideas discussed do not seem to be too sensitive to the dates of the figures presented, in that similar stories seem to apply to other places at other times. The data presented aim only at giving the reader the flavor of the issues at stake, Preface xii and not to give an accurate picture of the current state of the African economies. The historical episodes that are discussed provide a proving ground for putting the concepts to work; the latter remain the center of interest. This illustrates the beauty of case-based theorizing: while the data help us to imagine and then test the theory, the validity of the theory, if it is of value, extends far beyond the data set used.
However, I deliberately avoid any claim of universal validity for the results. On the contrary, one of the themes underlying this book is that countries differ from one another in several crucial respects. The fact that African economies differ from developed ones is an obvious claim of this book: I would not otherwise have devoted twenty years of my life to studying them. But the fact that African economies differ from one another also plays a prominent part. In particular, their institutional frameworks differ: although institutions are endogenous in the long run, they display enough inertia for them to influence the behavior of the different economies in the medium run. In the field of open economy macroeconomics for Africa, a crucial difference exists between the countries belonging to the CFA Zone (whose currency is almost completely convertible), and those that do not (whose currency is frequently inconvertible, and traded on a parallel market). This makes a significant difference as far as the conduct of macroeconomic policy is concerned. However, these differences are not relevant for all issues, and some useful generalization is possible for some questions. Economies are like fractal objects, whose details can sometimes be neglected when talking about ''the big picture,'' while they need to be dealt with discretely when considering other issues. This is a well-traveled book, as I visited most of the Francophone African countries, including Burkina Faso, Cameroon, Chad, the Comoros, Cô te d'Ivoire, Guinea, Madagascar, Mali, Niger, and Senegal, as well as Morocco and Tunisia, north of the Sahara. I also went to Mozambique, when it was just coming out of isolation in 1987, and to several Anglophone countries: Ethiopia, Ghana, Kenya, South Africa, Zambia and Zimbabwe. My recurring visits to some of these countries have become the staple of my research activity. I have never been there as a tourist, except sometimes peripherally for a weekend, as most of these trips have been done either for teaching in universities, for participating in some African Economic Research Consortium (AERC) meetings, or for collecting data and insights for research or consulting contracts. This research therefore owes much to the many people whom I met in ministries, statistical offices, etc., and to various sources of funding. The latter include mainly the World Bank, the OECD Development Center, and the AERC. Many other sources of finance have been tapped occasionally (EU, UNICEF, UNDP, WHO . . . ), and I am grateful to all of them, without implicating their responsibility in any way. My debt to the AERC goes far beyond the financial support that I have received from time to time, as my intellectual debt to this wonderful network of researchers is enormous, beyond any possibility of repayment. Since my involvement in AERC began, in May 1991, I missed a biannual meeting, in Nairobi, or elsewhere, only in case of ''force majeure'' (as you say in English). The Center for the Study of African Economies (CSAE) in Oxford, where I have been a research associate since 1990, also gave me intellectual stimulus, as well as many opportunities for interacting with many fascinating people; several of my papers have been discussed at the lunchtime seminars there. The funding for my visits to Oxford came for a while from St Antony's College, where I had the privilege of being the Deakin Fellow for three years. More recently, I have used some of my research funding from the Institut Universitaire de France to pay for some visits to Africa, Oxford, and other fascinating places.
I owe my interest in monetary macroeconomics to the late Morris Perlman, at the London School of Economics (LSE), and my interest in growth and development to the late Henri Campan, in Toulouse. Both were great teachers, with a decisive influence on my subsequent research activity.
Special thanks are due to Jean-Philippe Platteau, whose invitation to teach a course on the topics of this book in Louvain-la-Neuve and Namur prompted me to develop the matters presented here in my own work, and to put it into its present shape. Some new material has been added to already published work when necessary, in all chapters, but especially in chapters 2, 3, 6, 7, and 9. Cathy Pattillo gave me the crucial impulse for submitting this manuscript for publication. I am very grateful, without implicating of course.
This book draws heavily on some of my previously published work, including Azam (1991a Azam ( ), (1991b Azam ( ), (1993 Azam ( ), (1997 Azam ( ), (1999a Azam ( ), (1999b Azam ( ), (2001a Azam ( ), (2001b Azam ( ), and (2004 and Azam and Besley (1989a) . It also draws on Azam (1991c), Azam and Bonjean (1995) , and Azam and Samba-Mamadou (1997), which have been published in French. I wish to acknowledge with gratitude the contributions of my co-authors, and also of the anonymous referees, with the usual caveat, for the parts of the book that draw on previously published work.
Preface xv
